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TUESDAY, FEBRUARY 8, 1994 


HOUSE OF REPRESENTATIVES, 
COMMITTEE ON FOREIGN AFFAIRS, 
SUBCOMMITTEE ON ECONOMIC POLIcy, 
TRADE AND ENVIRONMENT, 
Washington, DC. 

The subcommittee met, pursuant to call, at 1:46 p.m., in room 
2172, Rayburn House Office Building, Hon. Sam Gejdenson (chair- 
man of the subcommittee) presiding. 

Ms. CANTWELL [presiding]. The Subcommittee on Economic Pol- 
icy, Trade and Environment will begin. 

Today, hopefully, we will have two gentlemen perhaps, at least 
one for the moment, to discuss with us the GATT agreement signed 
on December 15, 1993. _ 

The multilateral trade agreements signed under the auspices of 
GATT have the potential to provide a significant boost to the U.S. 
economy and to the world as a whole. Affecting a market that is 
three times the size of the U.S. GNP, the GATT agreement, as 
these trade agreements are commonly known, reduces worldwide 
tariffs by a third. That step alone will open up many of the new 
markets for U.S. exporters and will reduce the cost to American 
consumers of a vast array of imported goods. 

Additionally, the new agreement establishes stronger rules for 
intellectual property rights, refines rules for dumping and _ sub- 
sidies, improves dispute resolution procedures antl brings agri- 
culture and services into the international trading system for the 
first time. 

Reaching a GATT accord among 117 countries with economies 
and interests as different as Germany and Zaire was a monu- 
mental achievement. Nevertheless, the agreement is not perfect: 
cheaper imports may threaten some domestic producers of sugar 
and textiles; a 10-year phase-in to implement intellectual property 
protection may be too generous to countries that have been pirating 
our pharmaceuticals and software; the section addressing trade in 
services is not as strong as was hoped for; and the antidumping 
provisions could have been strengthened to combat unfair trade 
practices. 

As is the case with any trade agreement, Congress will correct 
what it can in the drafting of the im lementing janet and for 
the rest, we will simply have to calculate whether the gains of the 
GATT agreement outweigh the losses. To help us do that today, 
Mr. Fred Bergsten, director of the Institute for International Eco- 
nomics, is here to share his opinions with us. 
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Mr. Bergsten, thank you for being here. 

[The prepared statement of Chairman Gejdenson appears in the 
appendix. | 

Mr. BERGSTEN. Thank you, Madam Chairman. It’s a pleasure to 
be here. I'll make an overview statement—— 

Ms. CANTWELL. Mr. Bergsten, I’m sorry. We do have an opening 
statement by Mr. Roth. If you could just hold off, please. Thank 

ou. 
: Mr. Rotu. Dr. Bergsten, let me be very brief and say that I want 
to join in welcoming you here today. You have been with us, our 
committee before, and we have always appreciated your testimony. 

We are particularly fortunate to have some of our best and 
brightest leaders in the economic policymaking with us today. I 
cannot think of a better way to lead off our examination of the 
GATT agreement. The scope of the GATT accord is so broad and 
the detail is so intricate that it fills a volume the size of a tele- 
phone book. 

The official analysis which we just received fills around seven 
volumes. Many individual interests are busy pointing out how the 
GATT agreement will affect their industry and their businesses. 
And, Dr. Bergsten, I am especially interested in section 22, which 
of course gives our right in the area of dairy I thought fritters that 
away. Ande what does that mean? We are going to be flooded now 
with all kinds of imports? 

The way I see it, this is going to boil down to one big battle of 
standards. What standards are we going to apply? Are we going to 
apply our standards here in this country or the standards they 
have in France? Or who is going to set the standards, for example? 
I think we are going to have a huge, huge fight over standards. 

I certainly share some of the concerns that have been mentioned 
in the press and so on. But in this first hearing we are focusing 
on the big picture. Is this agreement beneficial to our country, to 
the world trading system and to the future of our economic growth? . 

Last year total exports around the world came to about $4 tril- 
lion. The estimate is that the GATT accord will add about $200 bil- 
lion, or about 5 percent increase. But simply increasing trade vol- 
we is not enough to justify this agreement to the American. peo- 
ple. 

Several basic questions must be asked. Does this accord, for ex- 
ample, make enough progress toward fair trade to justify a reduc- 
tion in our trade protections? Can we rely on the new world trade 
organization to police the system effectively? And will the United 
States see more exports and more export-related jobs as a result? 

I look forward to this testimony today because this GATT agree- 
ment I feel has not been scrutinized by the Congress or the Amer- 
ican people enough. But I think as time goes on they will because 
it has tremendous ramifications for all of us. 

[The prepared statement of Mr. Roth appears in the appendix.] 

Ms. CANTWELL. Thank you, Mr. Roth. 

And Mr. Manzullo has submitted comments for the record. 

(The information appears in the appendix. ] 

Ms. CANTWELL. Now, Mr. Bergsten, we will let you begin. 

Thank you. 
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STATEMENT OF C. FRED BERGSTEN, DIRECTOR, INSTITUTE 
FOR INTERNATIONAL ECONOMICS 


Mr. BERGSTEN. Thank you very much. 

As you say, this is your first hearing. I, therefore, thought I’d 
give you a broad overview in which I focused on the strategic impli- 
cations of the Uruguay round agreements to the United States as 
I see them. Along the way I will make reference to a number of 
specific provisions of the agreement, and I am happy to try to an- 
swer detailed comments that you may raise later. 

Late last year, as you all know well and painfully, the Congress 
AEE ee the North American Free Trade Agreement, the NAFTA. 
There were two basic reasons Congress ultimately did pass that 
agreement. | 

First, a majority rightly concluded that the agreement promoted 
American economic interests. 

Secondly, and particularly germane to this committee, it became 
clear that the rejection of the agreement would represent a foreign 
policy disaster for the United States, not just in Mexico and Latin 
America, but throughout the world. 

Those same two considerations apply to this Uruguay round of 
the GATT many times over. Its economic benefits for the United 
States, and for the world, swamp those of the NAFTA. Moreover, 
the foreign policy impact of rejecting an agreement signed by over 
100 countries seems to me unimaginable. My bottom line is that it 
- i that the Congress should approve he Geneva deal in the 

At this point it is still difficult to provide a complete, detailed 
analysis of the final Uruguay round package, partly because the 
round, despite claims to the contrary, is not yet over. Additional 
negotiations between now and April 15 can increase the value of 
the agreement by increasing the market access concessions made 
by countries around the world. 

Moreover, negotiations in some sectors, such as the liberalization 
of specific services arrangements, could continue right through 
1995. The so-called final declaration, which will be agreed in Mar- 
rakech in mid-April, will announce agreement to begin early nego- 
tiations on several new topics not addressed in the round, such as 
linkages between trade and environment, competition policies, and 
other topics that will add further value, if successfully negotiated, 
to the GATT effort. I happen to think these several aspects of the 
ongoing effort are highly desirable since they will keep the bicycle 
of market-opening moving ahead and potentially open additional 
markets for the United States. Nonetheless, these new efforts make 
it hard to reach a final appraisal at this time. 

Those of you who follow these events closely will remember the 
Institute for International Economics’ complete analyses of recently 
agreed U.S. trade agreements. We did an assessment of the 
NAFTA that was widely used in last year’s ratification debate. We 
did one of the U.S.-Canada Agreement back in 1988. We are now 
hard at work on a detailed assessment of the Uruguay round, and 
we plan to release it shortly. 

Today I will suggest what I think are the major implications of 
the Uruguay round, particularly with regard to the strategic im- 
pact on the United States. 


4 


First of all, it is clear that the Uruguay round package when 
fully implemented early in the next century will provide substan- 
tial benefits to the American economy. It brings three new areas 
into the GATT with substantial trade liberalization where the 
United States possesses significant competitive advantage—agri- 
culture, services and intellectual property. These items were at the 
top of the U.S. negotiating agenda at the start of the round in 
1986. They have been more or less successfully navigated in the ne- 
gotiations. 

The final package includes significant tariff cuts, as you already 
mentioned, particularly in some of the rapidly growing developing 
countries ee duties are still high. As you probably know, the 
administration is developing a new export strategy focused on what 
they call the Big Emerging Markets, or BEMs. These are 10 to 14 
of the world’s biggest emerging markets—China, Indonesia, Korea, 
Poland, South Africa and others. 

Many of those countries maintain high tariffs. The reductions in 
the Uruguay round will significantly improve access to those mar- 
kets. That’s a big plus for U.S. export opportunities. Moreover, the 
round will eventually eliminate all of the so-called voluntary export 
restraint agreements, the most pernicious form of protection. It will 
also eliminate some of the most objectionable investment perform- 
ance requirements, the rules that many countries, including Mex- 
ico, have levied on our foreign investment, requiring our firms to 
export a certain amount of their output and achieve a trade bal- 
ance in their own corporate accounts. These requirements have not 
only deterred our own firms but have been harmful to the U.S. 
economy and our export options. Many of them are eliminated as 
a result of the Uruguay round. 

The gains that have been negotiated in Geneva will be achieved 
partly by the round’s substantial reductions in the consumer costs 
of America’s own remaining trade barriers. We recently published 
a study at my institute that conservatively estimates the consumer 
costs of America’s own trade restrictions at about $70 billion a 
year. The Uruguay round eliminated some of those costs, and thus 
provides a big improvement in the welfare of our consumers and 
the efficiency of our economy. That, incidentally, will expand 
consumer spending on other products by a like amount and contrib- 
ute to the creation of American jobs. In addition, of course, new 
U.S. jobs will be created by rising exports as the rest of the world 
implements its liberalization commitments under the round. 

One of the biggest gains from trade liberalization in our own 
economy will derive from phasing out the quotas on textiles and 
apparel and reducing the high tariffs that still apply to those sec- 
tors as well. This combination of protection, which in fact is the 
only large current deviation from free trade in the United States, 
costs our consumers about $25 billion a year. Each job this protec- 
tion saves, costs American consumers and taxpayers at least 
$50,000 a year. And the Uruguay round should cut those costs at 
least by. one-half. 

Incidentally, if we’re interested in improving the lot of the poor- 
est Americans, one of the best possible steps is to eliminate the im- 
port barriers on textiles and apparel. By increasing the costs of 
clothing to the poorest Americans, who spend a disproportionately 
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high share of their income on such items, the Uruguay round deal 
by itself will increase the annual disposable income of the average 
poor American, the poorest 20 percent of our population, by 2 per- 
cent or more. And, thus, it is one of the best policies for helping 
the poor that we could possibly put in place. 

To be sure, as you said, Madam Chairman, parts of the Uruguay 
round outcome were disappointing. It would have been desirable to 
obtain even larger cuts in both agricultural subsidies and tariff 
schedules. There are still no liberalization commitments jn specific 
services sectors. Those are under negotiation, but they have not yet 
happened. In my view, the United States would have gained, not 
lost, from the inclusion of stronger disciplines in both the anti- 
dumping and subsidy codes because other countries are increas- 
ingly emulating U.S. practices in these areas and our exports will 
inevitably suffer as a result. 

The phaseout schedule for the textile/apparel quotas requires a 
large jump in its last year, so I would confidently predict there is 
going to be a political effort to stretch out that timetable before the 
process ends. 

Several other issues called for in the congressional mandate to 
the negotiators were not fully addressed. Nevertheless, it is pretty 
clear at this point that the specifics of the agreement add up to a 
net plus for the United States, and it would be a mistake to reject 
such a major benefit for our economy. 

Beyond the detailed results, there are several major strategic im- 
plications of the agreement that may be of particular importance 
to the Foreign Affairs Committee. First, the successful conclusion 
of the Uruguay round culminates a historically unique “trade triple 
play.” Congress approved the NAFTA last November. APEC, the 
Asia Pacific Economic Cooperation forum, began the process of cre- 
ating an economic community in the Asia Pacific, which is the larg- 
est trading area in the world, a few days later in November. Now 
the Uruguay round has been completed. 

These three events transform the global trading system, dem- 
onstrating that the major countries still understand the crucial im- 
portance of restoring the momentum of opening markets, the so- 
called bicycle theory. 

Just 3 months ago I wrote an article entitled “Trade Policy: 
apocalypse Now?” In it, I raised questions about what would have 
happened if all three of these initiatives had failed. It would have 
been a body blow to world trade, a devastation to American ex- 
ports, and also an enormous hit to the world economy, which is still 
quite fragile and with a confidence blow like that could have been 
driven into recession. 

But these events were all navigated successfully, providing an 
enormous impetus to the world economy and to our own U.S. op- 
portunities. 

Second, and closely related, the restoration of credibility for the 
GATT global trading system makes the world much safer for re- 
gional trade advances. Regional initiatives like the European 
Union, like our own NAFTA, like the potential expansion of 
NAFTA into the Western Hemisphere later this year, and the cre- 
ation of an Asia Pacific economic community can be extremely con- 
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structive in reducing trade barriers and facilitating trade expan- 
sion. 

Those regional initiatives can be particularly helpful just after 
the completion of a major multilateral negotiation to keep liberal- 
ization moving forward.:In the past, the CATT has tended in such 
circumstances to slip into an extended period of inaction that has 
opened the door for protectionist backsliding. But regional steps 
can be dangerous in the absence of effective global arrangements 
that regulate their interaction. They are sometimes perceived as al- 
ternatives rather than supplements to the multilateral accords. A 
failure of the Uruguay round thus could have promoted inward- 
looking and destructive regionalism. Instead, its success is promot- 
ing regionalism that is outward-looking and constructive. 

Third, particularly important to this committee, all three legs of 
this trade triple play, but especially the Uruguay round and the 
deal in the GATT, clearly reestablish the international economic 
leadership of the United States. I for one had hoped that in the 
post-cold war world, where Europe and Japan have joined us in a 
sense aS economic superpowers, we could have seen more effec- 
tively shared or collective leadership of the world economy. But the 
fact is Japan is unwilling to play a major role in international eco- 
nomic leadership. 

The European Union’s only leadership in the Uruguay round was 
to block action on several fronts and whittle down the final pack- 
age. To be sure, the United States also whittled down some parts 
of the final agreement. But the United States, in contrast to Eu- 
rope and Japan, provided the positive leadership that was essential 
to push the GATT membership to closure in this deal. Other coun- 
tries will carp about it, but the truth of the matter is that there 
is yet no alternative to American leadership for defending and 
strengthening an open and global trading system. That is a very 
clear outcome and a very clear implication of the Uruguay round’s 
successful conclusion. 

Fourth, the Clinton administration, which took over this negotia- 
tion in its last year, appears to have engineered two modest 
changes in the final package from what the Bush administration 
was contemplating. One was to accept some watering down of the 
so-called Blair House accord on agriculture in return for additional 
EU reductions in manufacturing tariffs, thereby shifting to some 
extent the balance of trade liberalization from agriculture to indus- 
try. 
The other change was to make a shift in the coverage of research 
supports under the Subsidies Code. Instead of seeking to expand 
the substance of the Subsidies Code and more rapidly limit R&D 
subsidies, the Clinton administration sought to exempt some of 
those from the final package. That was achieved, indicating a de- 
sire to pursue American technology goals more actively. I don’t 
think either of those changes has a big impact on the final package, 
but together they do modestly alter its final composition. 

Finally, the successful conclusion of the Uruguay round has once 
again demonstrated the value of negotiating a wide variety of is- 
sues together in a so-called “round” in the GATT, Tradeoffs among 
the different sectors and issues permitted a far larger package than 
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ae ever have been possible from a series of narrow, discrete ef- 
orts. 

It’s fully understandable why those who negotiated the round, 
particularly those who stuck with it for the entire 7 years and still 
face considerable further work, might say, “never again another 
round.” But the same cries were wi espread after the two big mul- 
tilateral rounds of the past—the Kennedy round in the 1960's and 
the Tokyo round in the 1970’s—and the same logic that produced 
the Uruguay round may well produce another broad negotiation of 
that type in the future. 

To sum up, I think in addition to congressional support for the 
Uruguay round package and similar ratification by other countries, 
the most critical need for the future is to avoid another long hiatus 
between GATT negotiations, as occurred in the early 1970’s and 
the early 1980’s. During those two periods, each of which lasted 
about 7 years, there was an enormous outburst of new trade re- 
strictions. It is crucial to keep the bicycle moving forward through 
some combination of ongoing GATT negotiations, new regional ef- 
forts, and perhaps a new round within the next few years. 

That conclusion is particularly true in the present circumstances 
because, despite the trade triple play of 1993, it is far too soon to 
declare victory for the forces of trade opening, which is critical to 
the United States given our role as the world’s largest exporter, a 
role on which we now depend heavily for our own economic health. 

We know that both the Uruguay round and the NAFTA were 
very close calls. We know that tensions remain between global and 
regional trade arrangements. We know that the world economy has 
just limped through its third consecutive year of anemic growth, 
with unemployment high everywhere and still rising in most coun- 
tries, and thereby causing protectionist pressures. We know that 
the American trade deficit will probably reach a record level in 
1994, more than the previous record of $160 billion in 1987. This 
is not because of a decline in our competitive position, but because 
our economy is growing faster than other countries and because the 
dollar has risen to a reasonably high level in the exchange mar- 
kets, hurting our competitors a bit. We’ve got to keep that set of 
issues closely under review. 

In addition, I think it’s fair to say we learned from the Uruguay 
round that probably a majority of the countries within the Euro- 
pean Union are protectionist. In terms of weighted averages, the 
British and the Germans dominated the outcome and brought Eu- 
rope along to the final package. But if you size up the 12 member 
countries in Europe, probably a majority of them lean to the protec- 
tionist side. 

There are new protectionist measures breaking out all over. We 
ourselves, along with the Western Europeans, have just hit the 
Russians on aluminum—rather inexplicable since we’re at the 
same time telling the Russians to move to market economic forces 
and liberalize their economy. Yet we hit one of the few products 
they can sell to the rest of the world. 

Just this week, on Friday, when Prime Minister Hosokawa from 
Japan is here to meet with President Clinton, a big new trade con- 
flict will likely erupt because of the failure to reach much agree- 
ment under the framework talks, underway since last summer. 
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So the prospect of trade conflict, rather than disappearing with 
the triple play of 1993, is likely to remain with us at least for this 
year and probably beyond. It is thus imperative, I think, for Con- 
gress to vote its approval of the Uruguay round package as early 
as possible. For all the criticism that NAFTA stirred, it was basi- 
cally a lopsided bilateral deal in favor of the United States; we 
gave very little while Mexico undertook further substantial liberal- 
ization. The Uruguay round, by contrast, since it comprised a deal 
with 100 other countries, including at least one big player that is 
our equal, the European Union, required the United States to give 
a good deal and not to get everything we wanted. So it’s no sur- 
prise that many American firms and some commentators prefer bi- 
lateral deals with smaller countries and have criticized the GATT 
pact. 

But my final bottom line is that they are simply wrong. The pay- 
off from a global negotiation is much bigger for the United States 
as the world’s only real global trading power than any conceivable 
bilateral or regional deal. It has become increasingly impractical to 
rely on bilateral negotiations in a world of more than 100 trading 
partners, dozens of which are now significant. Moreover, any fail- 
ure of the global system would be catastrophic for the United 
States, undermining both the potential gains from regional and bi- 
lateral deals, as I’ve noted, and the uniquely global economic and 
security interests of this country. 

I think upon final detailed examination it will become clear that 
the Uruguay round package is a substantial plus for the United 
States. The Congress should approve it, and do so as soon as pos- 
sible. 

[The prepared statement of Mr. Bergsten appears in the appen- 
dix.] 

Ms. CANTWELL. Thank you, Mr. Bergsten. There was a World 
Bank study that said at the end of a 10-year transition period that 
the GATT agreement would boost the world economy by $212 to 
$270 billion per year, and I know that sounds very significant, but 
do you think there are certain regions of the world that will do bet- 
ter than others in that regard, and particularly in the short term? 
How do you think that will impact us in the United States? 

Mr. BERGSTEN. There won’t be much short-term impact of the 
Uruguay round deal on anybody. Most of the liberalization in the 
Uruguay round package gets phased in over a period of 10 years. 

The tariff cuts, which are on the order of one-third to 40 percent, 
do not amount to a lot in terms of tariff percentage points for the 
big industrial countries, which only have tariffs of 4 or 5 percent 
now on average. That means they will be cut by a couple of per- 
centage points over 10 years. 

That change is so minuscule that in the short run it will be hard- 
ly noticeable. As I mentioned, some of the potential big payoff 
comes in services sectors, which are still being negotiated. 

Much of the Uruguay round package, which is a big gain to the 
United States—the improvement of intellectual property rules, the 
improvement of dispute settlement mechanisms in the GATT—are 
process changes. They will only pay off as individual trade disputes 
are brought to the GATT and we use them to defend our rights and 
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to get countries to liberalize, for example, their intellectual prop- 
erly rules. 

o I think it will be very hard to determine significantly quantifi- 
able aspects of the round in the near term. Even over the long 
term, and you refer to the World Bank’s estimate 10 years out, it 
ee be quite hard to discern the quantitative impact of this nego- 
lation. 

I and my institute do not shy from trying to do such assess- 
ments. We calculated quantitative estimates on the job gains from 
NAFTA, as well as GNP effects and the like. But the Uruguay 
round is such an amalgam of rule chan es, deals yet to be nego- 
tiated and the like, that I would be aie ices of putting a number 
on it. 

I think the World Bank number is reasonable. I think the num- 

ber mentioned by the administration, that the U.S. economy will 
gain by $100 billion or so by 10 years from now, is a reasonable 
ball park estimate. The rine are large in absolute terms. They 
are modest as a share of our total economy, but they are clearly 
all positive. That is the clear conclusion we can all reach and the 
reason the deal ought to be supported. 
__ Ms. CANTWELL. You mentioned in your testimony a couple of 
times the significance of GATT on other regional trading partners, 
particularly APEC. Would you suggest, particularly when it comes 
to intellectual property rights, something that I think the United 
States and those countries should continue to discuss, that—I 
mean, there is some difficulty in wanting to formalize these organi- 
zations into trade agreements. 

What would you suggest in playing off of GATT as a boast for 
them to have, without. formalizing their agreements and associa- 
tions, some positive impact on resolving disputes? 

Mr. BERGSTEN. As I said, I think the successful conclusion of the 
Uruguay round makes the world safer for regional initiatives. Had 
the Uruguay round failed, and had we then launched a big initia- 
tive to extend NAFTA into South America, or develop the APEC in 
the Asia-Pacific, those initiatives might have then been seen as al- 
ternatives to the global system, and created some tension vis-a-vis 
the Europeans or others that are not in those regions. 

Now that the GATT agreement has succeeded; and that the 
GATT as an institution has seen its credibility restored, I think 
there is a very positive springboard for now trying to go beyond 
what was agreed in the GATT in certain regions. 

Take the APEC. The Asia-Pacific grouping amounts to about half 
the world economy, 40 percent of world trade. It includes Japan, 
China, and Indonesia—a number of these big emerging markets 
which are huge export and ‘trade opportunities for the United 
States. 

Based on what was achieved in the GATT, I think that the 
APEC, building on the ministerial meeting, the leadership meeting 
that President Clinton chaired in November, could now go beyond 
the GATT and take some new steps. 

The report of the so-called APEC Eminent. Persons Group, which 
I chaired, reeommended—and this was endorsed in principle at Se- 
attle in November—that the APEC address items that could not 
yet be fully agreed to in Geneva by all the countries in the GATT, 
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see if they could be worked out at the regional level, and move be- 
yond the GATT—a kind of GATT plus. 

If these issues could be worked out at the regional level, they 
could be then returned to the GATT, where other countries would 
be invited to join in as well. But initially we are likely to go further 
in a region than we could go on the world level. 

One area where such an advance is doable is investment. The 
leaders in Seattle agreed in principle to develop an APEC invest- 
ment code which would, for the first time internally, provide pro- 
tections, transparency, and national treatment commitments to im- 
prove the framework for investment, and U.S. exports and job cre- 
ation will accompany that investment. 

Another area that you mentioned could be intellectual property. 
We might be able to extend the intellectual property rules further 
in some of the regional contexts beyond what was agreed in the 

ATT. 

So with the Uruguay round behind us, assuming it is ratified 
and goes into effect a year or 18 months from now, regional agree- 
ments should be pursued to go beyond it, keep this bicycle moving, 
and try to build and liberalize further in these different areas. 

Ms. CANTWELL. Thank you. Mr. Manzullo. 

Mr. MANZULLO. Thank you. There was an item that appeared in 
the Washington Post on February 1 detailing the fact that 44 US. 
Republican Senators had signed a letter objecting to what could be 
called the industrial policy on the part of this country. 

My question to you is do you think that the GATT agreement 
permits increased government assistance to industry? 

Mr. BERGSTEN. I happen to agree with the 44 Senators that the 
U.S. negotiating team made a mistake to broaden the scope for 
R&D subsidy under the Subsidies Code in the GATT. I think we 
should have stuck to the earlier negotiating position, which was to 
try to limit those subsidies rather than extend the scope for them. 

Having said that, I think it’s a vast overstatement to say that 
we GATT deal opens the door for an industrial policy in the United 

tates. 

Mr. MANZULLO. Can I back you up? We could get philosophical 
about the latter part of your answer, but the initial part of it, could 
you expand more on that? 

Mr. BERGSTEN. Yes. 

Mr. MANZULLO. Qualitatively or quantitatively. 

Mr. BERGSTEN. Yes. 

Mr. MANZULLO. Regarding the expansion of increased govern- 
ment subsidies. 

Mr. BERGSTEN. The Subsidies Code of the GATT, which I actu- 
ally was involved in negotiating originally when it came into the 
GATT during the Tokyo round negotiations in the late 1970's, for 
the first time brings international disciplines to national govern- 
ment subsidy policies. 

Obviously, subsidy policies range across the spectrum of eco- 
nomic activity—agricultural subsidies, location subsidies, job sub- 
sidies, investment subsidies. The case in point here is R&D sub- 
sidies. Those are one of the many types of subsidies that come 
under the Subsidies Code. 
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The basic structure of the Subsidies Code is what’s called the 
traffic light system. There are red lights, yellow lights and green 
lights. The red lights are no-nos. There are certain kinds ae 
sidies that are simply verboten. They are not permitted under the 
international cease-fire agreement. 

On the other side, the green light subsidies say there are certain 
kinds of subsidies that are beneficial to eve body. They don’t harm 
others in international trade, so we permit them. 

In the middle is a large group of yellow light or amber light sub- 

sidies that are permitted unless they can be demonstrated to have 
adverse effects on other countries’ trading interests. Then you have 
to take a specific case to the GATT, create a panel, and go through 
the decisionmaking process to determine the effects of the subsidies 
and whether they should be banned or permitted. 
. Much of the debate in the Uruguay round, and the evolution of 
the Subsidies Code, concerned which subsidies come under which 
of these three headings and how you define the different types of 
subsidies. 

In the case of R&D, there had traditionally been some fairly low 
permissible limits on the share of government funding of R&D in 
a particular sector or a particular project. Those ratios were in- 
creased substantially in the Uruguay round deal. 

I’m not sure I’ve got the precise numbers, but it was increasing 
the permissibility of research subsidies from something like 25 per- 
cent of a project to 75 percent and development subsidies from 
something like 10 to 50, meaning that with those higher ratios of 
government subsidization of a project, the subsidies will be treated 
as green light and therefore permitted. 

And so the argument made by the Republican Senators was that 
this is a great green light for government supports for individual 
sectors, and therefore for industrial policy. That’s the argument. 

As I said, I agree with the thrust and substance of their pro- 
posal. It would have been better to keep those numbers down, in- 
deed would have been desirable in my view to reduce those num- 
bers and thus to reduce the scope for government subsidies of this 
type. 

eHaviog said that, however, I don’t think it’s any vast open door 

for industrial policy, or what everyone thinks of as industrial pol- 
icy. The main constraint on industrial policy in any country, includ- 
ing our own, is not the GATT or any international rules, but the 
budget. 

ee MANZULLO. Let me take you back again. I’m really interested 
in that first area. 

Mr. BERGSTEN. Sure. 

Mr. MANZULLO. So the answer is that with all the negotiations 
that took place in GATT and were just consummated recently, 
there will be increased subsidies by foreign countries toward the 
manufacturers that they choose to subsidize. 

Mr. BERGSTEN. There will be increased scope or possibility for 
subsidies, both abroad and here, without running afoul of inter- 
national rules. Whether countries do it or not, we don’t know. 

Mr. MANZULLO. So that means that the U.S.’ manufacturers are 
placed in a position where they may have to ask Congress for sub- 
sidies. 
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Mr. BERGSTEN. Or they try to react in some other way to the for- 
eign practices, but you are right on balance, and that’s why I said 
in my statement and I reiterate here, I think the United States 
should have tried to tighten the rules. 

Mr. MANZULLO. If I could, is there another way to so-called level 
the playing field for American manufacturers without seeking a 
subsidy from Congress? That’s the question. 

Mr. BERGSTEN. Sure, they can pull up their socks and make one 
more round of productivity improvements within the firm itself. 
They can look for other kinds of government supports than sub- 
sidies. It depends on what you call a subsidy. The government can 
help them in other ways—procurement, an investment tax credit, 
and various kinds of targeted help, though in some broad sense, 
one might call those subsidies as well. 

I think there is a risk that this liberalization creates an inter- 
national subsidy race greater than we have had before. 

Again, I would stress that the major constraint in most countries, 
and I think here as well, is not so much the international rules as 
the estimate within the country of whether these subsidies work— 
in most cases they don’t—and whether budgetary resources are 
available to support them—in most cases they are not. 

Nevertheless, the scope is there. 

Mr. MANZULLO. I appreciate it. Thank you very much. 

Ms. CANTWELL. Mr. Fingerhut. 

Mr. FINGERHUT. Thank you. Good to see you again, Fred. 

Mr. BERGSTEN. Good to see you. 

Mr. FINGERHUT. I apologize for missing your testimony, but I was 
looking through it and just had some questions prompted by it. You 
make the argument that came up frequently during the NAFTA de- 
bate at the beginning of your testimony, that the foreign policy im- 
pact of rejecting the agreement is devastating. 

I just wonder if that isn’t one of those arguments that becomes 
a self-fulfilling prophecy. On that basis, are we at any time the 
President does anything that implicates other countries, we should 
just automatically give ia the stamp of approval because it would 
obviously have some foreign policy implications. 

Mr. BERGSTEN. I wouldn’t put it quite that comprehensively, but 
I do think there is a substantial cost to the United States whenever 
the President or those legitimately responsible for negotiating 
international agreements are subsequently not supported, or worst 
case, repudiated elsewhere in the society. 

Of course, it does happen from time to time, but I think the cor- 
ollary of that is that the President or the U.S. trade negotiators 
must always have close consultation and involvement with the 
Congress in moving ahead in any negotiation of this type—whether 
it is NAFTA or the Uruguay round. 

We, of course, have a peculiar governmental system—peculiar 
not in the pejorative sense, but different from every other country 
in that we have the two coequal branches of government. 

That was, of course, why we invented the fast-track negotiating 
process 20 years ago, and why congressional involvement in the 
process has to be intense throughout the whole exercise. 

Given that and given the fact, at least as I sense it from the out- 
side, that there has been considerable congressional participation 
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all along, it would come as a massive shock to the world if this one 
were to be rejected. 

Mr. FINGERHUT. I think it probably would. I just worry about 
that being the lead argument. I think that we are likely to hear 
it because it was so successful and prominent at the end of the 
Medes debate. You always start where you left off in the political 
cycle. 

Agriculture—you testified that this is a positive agreement for 
the United States because of our advantages in the agricultural 
area. We know of course that France was one of the primary stum- 
bling blocks to agreement in this area because of their politically 
active and well-organized smaller farmers. 

Does this mean that we've made a public policy decision in this 
country that corporate, large-scale agriculture is the way to go, and 
that whatever family farms survive, do so just by the seat of their 
own pants? 

Mr. BERGSTEN. I wouldn’t put it that way, but I think we have 
made a decision that high productivity agriculture is the core of our 
food production system, and that does correlate to some extent with 
large farms, since there are big economies of scale in agriculture. 

As one looks at the last century of American economic history, 
surely one of our great achievements is that we moved from 40 per- 
cent of our population in farming to now less than 2 percent, and 
we produce unimaginably more output. 

That is a huge benefit for our economy that required enormous 
improvement in productivity. Consequently, we do have a big glob- 
al advantage vis-a-vis most countries in many products. So I think 
it’s quite natural that in the Uruguay round or the NAFTA, like- 
wise, we sought a reduction of foreign barriers in those big acreage, 
high-productivity crops where the United States has an enormous 
competitive advantage. _ 

Of course, it is also true that there are some sectors, I think Mr. 
Roth mentioned one in his initial remarks, in agriculture where the 
United States does tend to lose out. That’s the same adjustment 
process that we look at in the economy at large when we liberalize 
trade, attempt technology advances and the like. 

We have to recognize that. We have to try to ease the adjustment 
process for those who do lose out, but on the whole, I think trade 
liberalization in agriculture is in fact the major gain to the United 
States in all these arrangements. 

Mr. FINGERHUT. So the answer to those of us who have constitu- 
ents who tend to be smaller farmers—family farmers—is that if 
GATT were to be approved, the trends that have been occurring 
anyway will accelerate? Would you say that is a fair characteriza- 
tion? 

Mr. BERGSTEN. I think it is fair to say that trade liberalization 
in the aggregate in individual sectors tends to accelerate the pace 
of change. There is much change that is driven by international 
trade and external factors, anyway. 

As I mentioned in my original response to the Chair, the Uru- 
guay round outcome will actually have an impact on that pace of 
change that is very hard to discern. Even in retrospect it will be 
hard to discern. . 
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We are talking about modest reductions in barriers phased in 
over a period of 10 years or so, and so even the sector that is most 
troubled or disrupted will face a very slow phase-in of the change 
that will produce the adjustment problem, and should have time to 
deal with it. 

So I don’t think there is any risk of import surges or disruptive 
outcomes, but there is a modest acceleration of a trend that is al- 
ready underway. 

Mr. FINGERHUT. If I could, just one more question, Madam Chair. 

You also talked in your testimony about efforts to eliminate local 
content restrictions. Two pe to my question, one is can you give 
us a little bit more detail about what, in fact, GATT does in this 
regard? 

And secondly, of course, local content requirements are popular 
here as well as other places. What of our laws do you see being im- 
pacted by the GATT agreement? 

Mr. BERGSTEN. Well, I’m not aware that we have any local con- 
tent laws, at least at the national level. There are some state Buy 
America or Buy Local laws, and that may be what you’re referring 
to. 

Mr. FINGERHUT. That is what I’m referring to. 

Mr. BERGSTEN. But at the national level, I don’t think we have 
any local content laws. We talk about it occasionally. The House 
considered local content legislation for the auto sector a decade ago. 

Mr. FINGERHUT. I was referring to state and local. 

Mr. BERGSTEN. Well, the nature of most of the local content laws 
is to require a firm to include a certain share of the value of its 
total inputs from internal sources, as opposed to imported products. 

One example has been Mexico in the auto industry, which has 
required a very large share of the total value added in a domesti- 
cally produced car to be supplied domestically. That has been 
hugely inefficient in the sense that it has produced much higher 
prices for the cars, and it has denied American exporters of both 
cars and parts a very large and very lucrative market. 

That problem was addressed in NAFTA, but the same kinds of 
agreements, these local content rules and their kin, trade balancing 
requirements, are banned in the GATT agreement. That to me is 
one of the unsung and most important aspects of the GATT agree- 
ment, and I think that will pay off in more exports and market 
penetration around the world for the United States. 

Mr. FINGERHUT. Thank you. 

Ms. CANTWELL. Thank you. Ms. Meyers. 

Mrs. MEYERS. Thank you, Madam Chairman. I think just one 
question, because you've already responded to a couple of things I 
was interested in, and maybe you addressed this in your testimony. 
I have been looking through it. 

Can you talk to me about what you think the future of GATT is? 
The agreement took such a long time to reach, and you, yourself, 
have just said that it’s a modest barrier reduction phased in over 
a very long period of time. Was it all worth it, and will we do it 
again in the future? 

Mr. BERGSTEN. I think the future of GATT is pretty bright. If we 
didn’t have it, we would have to invent it, because in a world where 
all countries, certainly including our own, now depend so heavily 
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on international trade, investment, services exchange and the like, 
there must be rules of the road that are widely agreed. 

The GATT is by no means perfect. There are those caveats that 
I mentioned and you reiterated. We would all wish for a more per- 
fect GATT, but you have to have some international rules and in- 
stitutional arrangements to back them up in order to avoid the law 
of the jungle in what is increasingly a crucial element of all of our 
economies. 

I think the GATT system was tested in this negotiation. It did 
go on for 7 years. It had false starts. It had missed deadlines, but 
at the same time, it was by far the most ambitious negotiation of 
this type ever undertaken, and even though we in our final assess- 
ment will probably give it a B or a B-minus instead of a higher 
grade, compared with the alternative of failure or the alternative 
of no GATT all, it really is quite a remarkable achievement. 

As I say, if we didn’t have it, we would have to invent it, because 
SO mR of our own economic destiny is tied up in international 
trade. 

I think it is crucial for us to build on this success in several of 
the ways I mentioned in my statement, and try to keep perfecting 
the mechanism. Governments, as always, will always be a step or 
two behind the private markets, if not more. 

New sectors will develop. New areas will be internationalized. 
New protectionist devices will come on the stage to try to subvert 
the rules, and as always, the sheriff is a couple of steps behind. 

But I think the continuation and elaboration of that process is 
very, very important, and so is the demonstration that fee all the 
difficulty, 117 countries at the end of the day can agree. All com- 
promised; all accepted outcomes short of their own intentions. 
That’s on the whole a pretty solid and constructive conclusion, and 
I think one that we can take some pride in. 

Mrs. MEYERS. Do you think—how serious would you characterize 
the concern about GATT in relation to the subsidies, the increased 
subsidies or the increased I think you said scope of subsidies? Is 
it a really serious concern in this country, and could it take GATT 
down, or is it something that in some way can be adjusted? 

Mr. BERGSTEN. I think it cannot be permitted to take GATT or 
the Uruguay round down. I think that would really be throwing out 
a huge baby with a little bit of bath water. But I do think it was 
unfortunate, and I think the Congress might want to say that it 
instructs the administration to go forth in the post-Uruguay round 
GATT effort and try to reverse it. 

There will be another negotiation in the GATT, whether an ongo- 
ing effort or a new round, at some point. There will always be a 
future trade agenda. These things do go up and down, and some- 
times do get reversed, and I think it would be perfectly legitimate 
for the Congress in passing the Uruguay round legislation, which 
I hope and advocate that you do, to indicate that there are certain 
areas in which you would have preferred a different outcome. 

There may be several of those, and this, I would think, is one. 
Simply put down your marker that we could do better next time 
both in terms of our own export interests in not facing subsidies 
abroad, and also perhaps not opening up so much scope for internal 
subsidization that frequently does not pay off. 
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Ms. MEYERS. Thank you. 

Ms. CANTWELL. Thank you. Mr. Gejdenson. 

Mr. GEJDENSON. Thank you. My apologies for getting here late. 
A little snow tends to turn the system into mush. 

Let me ask a couple of quick questions, because I know you've 
been here for some time. One is on the intellectual property exemp- 
tions for places like India and Brazil, we are basically telling them 
that they can steal for the next 10 years, and then they must 
straighten out their act. 

Mr. BERGSTEN. Well, it’s one of these issues in which you choose 
whether to view the cup as half full or half empty. The intellectual 
property agreement in the Uruguay round is really path-breaking. 
It is the first time there has been an international convention that 
brings every country’s domestic rules on international property into 
international conformity, and stops the pirating and thievery that 
has gone on and been so costly to our country. 

Obviously, I would like to see it happen tomorrow for every coun- 
try. In a negotiating give and take, you get what you can at the 
end of the day. 

Mr. GEJDENSON. Ten years is a long time. 

Mr. BERGSTEN. Ten years is a long time. I would have preferred 
to ne it tomorrow. I would have preferred to have it in a shorter 
period. me 

Mr. GEJDENSON. There are no incremental steps, are there? 

Mr. BERGSTEN. I don’t believe so. I think it’s all or nothing. We 
get all right away for all the industrial countries. We get less for 
the developing countries. ; 

I would make a prediction, though. The prediction is that India, 
Brazil and the other countries who supposedly benefit from this 
long phaseout will move within 10 years to bring their systems into 
conformity. 

The reason is a very simple one. This 10-year phaseout or 10- 
year grace period for the Indias and Brazils is a residue of an old 
principle in the GATT called special and differential treatment for 
developing countries. 

It goes back to the days of North/South conflict beginning two 
decades ago. Developing countries are tending more and more to 
compete with each other to provide more attractive climates for for- 
eign investment, because they know they need it to improve their 
economic outcomes. 

As I mentioned earlier, the APEC agreed in Seattle to have a 
new investment code exactly for these reasons. Neither India nor 
Brazil is in the APEC, but if Indonesia and Thailand and all those 
countries themselves move more quickly to eliminate their intellec- 
tual property pirates, that’s going to hurt India’s and Brazil’s com- 
petitive position. 

I predict this will happen in less than 10 years because the coun- 
tries themselves will decide it is in their interest. 

Mr. GEJDENSON. We're going to write that down, because we 
want a running scorecard on your predictions. You are doing very 
well, by the way, to date. 

Taiwan and China both want to get into the GATT, neither of 
which are in this GATT. How does this relate to the two of them? 
How does that relate to nonmarket economies like a China that ba- 
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sically, still looks at labor, production, taxes and everything in one 
kind of bowl of soup? 

Mr. BERGSTEN. I think it’s very important to bring the 
nonmarket economies into the GATT as soon as possible. China is 
the number one case in point, but Russia is another case in point 
which, as the aluminum issue shows, is increasingly penetrating 
world markets, but it is not subjected to these rules and is not in 
an institutional framework that restricts what it does. 

The problem, the obvious one, is how do you bring a nonmarket 
economy, which doesn’t really rely heavily on the price system, into 
a rules-based ace founded on prices—tariffs, dumping 
rules and the like—all of which relate to price differentials that are 
meaningful in an economic sense? 

The solution that has been worked out over the years with Po- 
land and other Eastern European countries and the like is to nego- 
tiate their entry. 

As you I am sure know, China’s entry has been under negotia- 
tion for several years with a GATT working party, but with the 
United States taking the lead role. The objective there, which I 
support, is to use those entry negotiations to extract from China or 
Russia or whomever amendments to their trade regimes that will 
bring them as much into conformity with the GATT system as is 
possible for nonmarket economies. 

That should be done expeditiously both with China and with 
Russia. 

Taiwan is a different case. There it is wholly the political prob- 
lem of Taiwan vis-a-vis China. I think the objective is to get them 
into the GATT at the same time on a parallel basis since they are 
now 2 of the world’s top 15 trading countries. That ought to be 
done with alacrity. 

Mr. GEJDENSON. Let me ask one final question. Did we make too 
much of an issue of Hollywood here? You know, there is a big bat- 
tle in the short term here. It’s obviously an important part of our 
trade picture. 

Mr. BERGSTEN. No, I don’t think we made too much of it. I think 
we would have made too much of it had we let the round founder, 
but I think it is perfectly legitimate for the United States to push 
very hard for improved market access for sectors in which we have 
a competitive advantage. 

The real issue was whether we should have accepted the deal 
that the Europeans offered as half a loaf rather than the full, rath- 
er than backing away from it. I suspect we will want to f° back 
to that negotiating table bilaterally, but I think we should keep 
pushing. . 

It is a big export sector. It is growing fast. There is no reason 
we should back away. 

Mr. GEJDENSON, It’s hard to think the French think anybody has 
a culture to threaten theirs. 

Mr. BERGSTEN. Right. 

Mr. GEJDENSON. Thank you very much. 

Ms. CANTWELL. Thank you, Mr. Gejdenson. I’m going to turn the 
chair back over to Mr. Gejdenson for the markup of the Environ- 
mental Export Promotion Act. 

(Whereupon, at 2:30 p.m., the subcommittee was adjourned. ] 
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APPENDIX 





STATEMENT OF REP. §S GEJDENSON 


CHAIRMAN, SUBCOMMITTEE ON ECONOMIC POLICY, TRADE AND ENVIRONMENT 
MARK=-UP_OF THE ENVIRONMENTAL EXPORT PROMOTION ACT OF 1994 
FEBRUARY 8, 1994 


Last August, the Subcommittee held a hearing on U.S. 
environmental exports and the need to focus our government’s export 
promotion resources on the environmental sector. Unlike Many of 
the Subcommittee’s hearings, the government and private-sector 
witnesses actually arrived at strikingly similar conclusions. 


First, the U.S. had a $4 billion trade surplus in the 
environmental sector in 1990, but our major competitors are gaining 


fast. The American environmental industry must not be allowed to 
lose its competitive position. 


Second, environmental exports not only help American firms and 
American workers, but also help to protect the global environment. 
We all benefit from the diffusion of state-of-the-art environmental 
technology to developing countries. 


Third, the international market for environmental goods anda 
services is growing rapidly. It currently stands at $270 billion 


annually, and is likely to grow to $400-$600 billion by the end of 
the decade. , 


If U.S. firms manage to capture 20% of the growth anticipated 
in the overseas environmental market, an estimated 300,000 new 
American jobs will be created over the next seven years. 


Based upon these three conclusions, I have drafted the 
Environmental Export Promotion Act, which we will mark-up today. 
I am pleased the Rep. Gerry Studds, the Chairman of the Merchant 
Marine and Fisheries Committee, and Rep. Elizabeth Furse have 
joined me in introducing this legislation, and I commend them for 
their leadership on the envirotech export issue. 


The Gejdenson-Studds-Furse legislation is designed to fine- 
tune the U.S. government’s export promotion efforts to increase 
environmental exports. The ae) eee large part, is drawn from 
recommendations made by the Administration in its November 1993 
report on this issue. 


The legislation has six primary components. 


Section (a) establishes an Environmental Technologies Trade 
Advisory Committee to guide the Trade Promotion Coordinating 


Committee (TPCC) in carrying-out its export promotion efforts in 
the environmental sector. 


The section also requires the annual designation of five 
priority countries whose markets have the greatest potential for 
the export of U.S. environmental technologies, goods and services. 
A plan to help U.S. industry capture those five markets must then 


(19) 


20 


be developed. 


Section (b) requires the Administration to place environmental 
specialists in five priority markets targeted under section (a). 
These specialists will go to bat for U.S. environmental firms. 


The section also requires that the staff of the Commerce 


Department’s one-stop export shops be trained in environmental 
technology. 


Furthermore, Section (b) authorizes international 
environmental initiatives to encourage other regions to adopt 
American-style environmental standards and to buy U.S. 
environmental products. 


Finally, the section establishes an environmental technologies 
project advocacy calendar, which will contain an updated list of 


all major overseas environmental projects-of possible interest to 
WSs EXPOLCers. 


This legislation will help to ensure that American 
environmental companies remain on the cutting edge of the 
international environmental marketplace. It will also help to 


create export-related jobs here at home. I urge my colleagues to 
support its passage. 
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OPENING STATEMENT OF HON. Tosy ROTH 


Let me join in welcoming our witnesses today. We are particu- 
larly fortunate to have two of our country’s best and brightest lead- 
ers in economic policymaking. 

I can’t think of a better way to lead off our examination of the 
GATT agreement. The scope of the GATT accord is so broad and 
the detail is so intricate that it fills a volume the size of a tele- 
phone book. 

The official analysis, which we just received, fills another seven 
volumes. Many individual interests are busy, pointing out how the 
GATT agreement will affect their industry of their business. 

I certainly share some of those concerns. But in this first hear- 
ing, we are focusing on the big picture: “Is this agreement bene- 
ficial to our country, to the oH trading system and to future eco- 
nomic growth?” 

_ Last year, total exports around the world came to about $4 tril- 
lion. 

The estimate is that the GATT accord will add about $200 bil- 
lion—about a 5 percent increase. But simply increasing trade vol- 
ume is not enough to justify this agreement to the American peo- 
ple. Several basic questions must be answered: 


e Does this accord make enough progress toward fair trade to 
justify a reduction in our trade protections? 

e Can we rely on the new “world trade organization” to police 
the system effectively? 

e And, will the United States see more exports and more export- 
related jobs as a result? 


I look forward to today’s testimony, as a first step in answering 
these questions. 
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REMARKS OF THE HONORABLE DON MANZULLO 
BEFORE THE SUBCOMMITTEE ON ECONOMIC POLICY, TRADE AND THE ENVIRONMENT 
ON THE GENERAL AGREEMENT ON TARIFFS AND TRADE 


FEBRUARY 8, 1994 


Mr. Chairman, I commend you for holding hearings on the complex 
issue of the GATT accord. To many industries, a successful 
conclusion of GATT with lower barriers to trade is worth 117 
NAFTA’s. That’s because U.S. exporters will now have the chance to 
become more price competitive overseas with lower tariffs and 


removal of import restrictions. 


However, some have raised serious concerns about provisions in 
GATT that permit increased government assistance to industry by 
Europe and Japan. It is already difficult enough for Boeing to 
compete against the heavily subsidized European Airbus. If further 
industrial subsidies are permitted, it would force either the U.S. 
government to mimic European policies or deny Boeing export 
opportunities. I enclose for the record a copy of a February 1, 
1994 Washington Post news article, which discusses this problem in 
more detail. With the largest single employer in the 16th 
Congressional District of Illinois, Sundstrand Corporation, as a 
major supplier to Boeing, this is no academic exercise for my 


constituents. 


I look forward to the testimony of the experts before us to see 
if they have any comments on this specific issue. Thank you, Mr. 


Chairman. 
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THE URUGUAY ROUND: AN INITIAL ASSESSMENT 
A Statement by 
c. Fred Bergsten 
Director 
Institute for International Economics 
Before the 
Subcommittee on Economic Policy, Trade and Environment 
Committee on Foreign Affairs 
US House of Representatives 


February 8, 1994 


In late 1993, the Congress approved the North American Free 
Trade Agreement. There were two basic reasons for its passage. 
First, a majority rightly concluded that the agreement promoted 
American economic interests. Second, it became clear that 
rejection of the agreement would represent a foreign policy 
disaster for the United States--not only in Mexico and Latin 
America but throughout the world. 

The same considerations apply to the Uruguay Round~-many 
times over. Its economic benefits for the United States, and for 
the world, swamp those of NAFTA. The foreign policy impact of 
rejecting an agreement signed by over one hundred countries is 


— a 


Dr. Bergsten is also Chairman of the Competitiveness Policy 
Council, chartered by the US Congress to advise the President and 
the Congress on strategies to improve the competitiveness of the 
American economy, and Chairman of the Eminent Persons Group 
appointed by APEC to prepare and develop a "vision" for economic 
cooperation in the Asia Pacific region. His latest of 22 books 
is Reconcilable Differences? United States-Japan Economic 
Conflict. The views expressed in this speech are those of the 
author and do not necessarily reflect the views of individual 
members of the Institute's Board of Directors or Advisory 
Committee. 
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unimaginable. Hence it is clear that the Congress should approve 


the Geneva deal. 


It is still difficult to provide a complete analysis of the 
final package. This is partly because the Round is not yet over. 
Additional negotiations between now and April 15 can increase the 
value of the agreement. Negotiations in some areas, such as 
liberalization of specific services sectors, could continue 
through 1995. In addition, the Final Declaration (to be adopted 
on April 15) will announce agreement to begin early negotiations 
on several new topics that were not addressed in the Round, such 
as trade-environment linkages and competition policies, that will 
add further value to the GATT effort. These several aspects of 
the ongoing effort are highly desirable since they will keep the 


bicycle of market-opening moving ahead. 


My Institute is already working on a comprehensive 
assessment of the results,! along the lines of those we produced 


for both the United States-Canada Free Trade Agreement? and 





1 Jeffrey J. Schott, ment, 
Washington: Institute for ‘International Economica: forthcoming. 


# Jeffrey J. Schott, The United States-Canada Free Trade: An 
e t, Washington: Institute for 


International Economics, April 1988. 
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NAFTA?, and plan to release it shortly. Today I will assess 
several major implications of the agreement and indicate why it 


clearly should be supported by the Congress. 


Some Detailed Results 

Most importantly, the Round--when fully implemented in the 
early twenty-first century--should provide substantial benefits 
to the American economy. It brings three new areas into the GATT 
where the United States possesses significant competitive 
advantage--agriculture, services and intellectual property. It 
includes significant tariff cuts, particularly by some of the 
rapidly growing developing countries where duties are still high. 
It will eventually eliminate all "voluntary" export restraint 
agreements, the most pernicious form of protectionism, 4 and some 
of the most objectionable investment performance requirements 


(local content and trade balancing). 


These gains will be achieved partly by the Round's 
substantial reduction in the consumer costs of America's own 
remaining trade barriers. A new Institute study estimates these 

° Gary C. Hufbauer and Jeffrey J. Schott, NAFTA: An 


Assessment, Washington: Institute for International Economics, 
October 1993, revised. 


4 ©. Fred Bergsten, Kimberly Ann Elliott, Jeffrey J. Schott 
and Wendy E. Takacs, Auction Quotas and United States Trade Policy, 
Washington:. Institute for International Economics, September 1987. 


27 


costs at about $70 billion in 1990,° of which at least one third 
would be eliminated by the Round. This will expand consumer 
spending on other products by a like amount and contribute to the 
creation of American jobs. In addition, new US jobs will be 
created by rising exports as the rest of the world implements its 


liberalization commitments under the Round. 


The biggest gains from trade liberalization in our own 
economy derive from phasing out the textile/apparel quotas and 
modestly reducing the high tariff protection that these sectors 
also enjoy. This combination of protection, which at present is 
in fact the only substantial US deviation from free trade, costs 
American consumers about $25 billion per year. Each job saved by 
that protection costs American consumers/taxpayers at least 
$50,000 annually--far higher than the average wage in the 
industry. § The Uruguay Round agreement should cut these costs 


by at least one half, saving Americans $10-15 billion per 


5 Gary C. Hufbauer and Kimberly Ann Elliott, as 
Costs of Protection in the United States, Washington: Institute 


for International Economics, January 1994. 


6 Charges that the agreement will destroy 2 million American 
textile/apparel jobs are as fanciful as Ross Perot's assertion that 
NAFTA would put 6 million American jobs at risk. The textile and 
apparel industries together employ only about 1.6 million workers 
today. The maximum additional job loss due to the agreement by 
2005 will be only 100,000--which can be readily accommodated by 
normal attrition. 
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year’--and saving the poorest twenty percent of Americans at 


least 2 percent of their annual incomes.® 


To be sure, parts of the Uruguay Round outcome were 
disappointing. It would have been desirable to obtain larger 
cuts in both agricultural subsidies and tariff schedules. There 
are still no liberalization commitments in specific services | 
sectors. The United States would have gained from the inclusion 
of stronger disciplines in the antidumping and subsidy codes 
because other countries are increasingly emulating US practices 
in these areas and our exports will suffer as a result. The 
phaseout schedule for the textile/apparel quotas requires a large 
jump in the last year so invites a stretchout effort as the final 
date approaches. Environmental issues, and several others called 
for in the Congressional mandate to the negotiators, were not 
meaningfully addressed. But the specifics of the agreement 
clearly add up to a "net plus" for the United States and it would 


be folly to reject such a major benefit for our economy. 


7 Assuming that (1) most textile/apparel exporting countries 
provide access to their own textile markets and thus qualify for 
the quota phaseout and (2) China ultimately joins the GATT so will 
qualify as well. 


8 William R. cline, The Future of World Trade in Textile and 
Apparel] (second edition), Washington: Institute for International 
Economics, July 1990. 
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The Strategic Implications 


In addition to these detailed results, the Round carries 
several major strategic implications. First, its successful 
conclusion culminates an historically unique "trade triple play.” 
Congress approved the NAFTA last November. APEC began the 
process of creating an economic community in the Asia Pacific a 
few days later.” Now the Round has been completed. The 
combination of these three events transforms the global trading 
system, demonstrating that the major countries still understand 
the crucial importance of restoring the momentum of opening 
markets--the bicycle theory. As a result, the credibility of the 
system has been restored and the risks of a truly apocalyptic 


collapse of confidence have been averted. ?° 


Second, and ciosely related, the restoration of GATT 
credibility makes the world much safer for regional trade 
advances. Regional ipawivelvekecsneh as the European Union, 
NAFTA, its potential extension into the Western Hemisphere and 
APEC--can be extremely constructive in reducing trade barriers 


and facilitating trade expansion (e.g., through investment codes 





9 For an analysis see C. Fred Bergsten, “Sunrise in Seattle," 


Internationa] Economic Insights, January/February 1994. 
10 As expressed in C. Fred Bergsten, "Trade Policy: 
Apocalypse Now?" iC ts, 


November/December 1993. 
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and standards setting). Such initiatives can be especially 
helpful in periods just after the completion of a major 
multilateral negotiation, to keep the bicycle moving forward, 
since the GATT has tended in such circumstances in the past 
(after the Kennedy and Tokyo Rounds) to go into extended periods 
of inaction that open the door for substantial protectionist 
backsliding. But regional steps can be dangerous in the absence 
of effective global arrangements that regulate their interaction, 
even becoming perceived as alternatives rather than supplements 
to the multilateral accords. A failure of the Uruguay Round 
could have promoted inward-looking and destructive regionalisn 


rather than the outward-looking and constructive variety. 


Third, all three legs of the "trade triple play"--but 
especially the Uruguay Round--clearly reestablish the 
international economic leadership of the United States. I among 
others have hoped that the European Union and Japan, in a post- 
Cold War world where they too had become economic superpowers, 
would join the United States to provide collective leadership on 


11 But Japan played a very minor 


international economic issues. 
role in the Round endgame, even withholding its inevitable 
concession on rice imports until the United States and the 


European Union had cemented their agricultural deal, and the only 





11 ©, Fred Bergsten, "The World Economy After the Cold war," 
Foreign Affairs, Summer 1990. ( 
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leadership produced by the EU was to block action on several 
fronts and thus whittle down the final package. The United 
States of course blocked action in several areas as well and is 
responsible for trimming the ultimate agreement. But the United 
States, in contrast to the EU and Japan, provided the positive 
leadership that was essential to push the GATT membership to 
closure. Though others may carp about it, it seems that there is 
not yet an alternative to American leadership for defending and 


strengthening the open global trading systen. 


Fourth, the Ciinton Administration appears to have 
engineered two modest changes in the final package from what the 
Bush Administration had been contemplating. One was to accept 
some watering down of the Blair House accord on agriculture in 
return for additional EC reductions in manufacturing tariffs, 
thereby marginally shifting the balance of trade liberalization 
from agriculture to industry. The other was to expand the 
exemptions from, rather than the coverage of, research support 
under the Subsidies Code, indicating its desire to pursue 
American technology goals more actively. Neither change has a 
large impact on the final package but together they modestly 


altered its final composition. 


Fifth, the successful conclusion of the Uruguay Round has 
once again demonstrated the value of negotiating a wide array of 


issues together in a GATT "round." Tradeoffs among the different 


a 
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sectors and issues permitted a far larger package than would ever 
have been possible from a series of narrow discrete efforts. It 
is fully understandable that those who conducted the Round, 
particularly those who were with it for the entire seven years 
and still face considerable further work, might say "never 
again." But the same cries were widespread after both the 
Kennedy and Tokyo Rounds and the logic that produced the Uruguay 


Round may well produce yet another round in the future. 


A Few Final Reflections 


The most essential requirement, however, is to avoid another 
long hiatus between GATT negotiations as occurred after both the 
Kennedy and Tokyo Rounds. During those two periods, each of 
which lasted about seven years, there was an enormous outburst of 
new trade restrictions (particularly in the United States, where 
both periods also witnessed huge dollar overvaluations and thus 
record trade deficits--a problem which may be looming again in 
this post-Round period). It is crucial to keep the bicycle 
moving forward through some combination of ongoing GATT 
negotiations, new regional efforts (as with APEC and perhaps a 
southward extension of NAFTA), and perhaps a new "round" within 


the next few years. 


This is particularly true in the present circumstances 
because, despite the "trade triple play" of 1993, it would be far 


too soon to declare victory for the forces of liberalism. Both 
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the Uruguay Round and NAFTA successes were very close calls. 
Tensions remain between global and regional trade arrangements 
and may well] escalate with the coming expansion of all three of 
the major regionals: the EC, NAFTA and APEC. The world economy 
has just limped through its third consecutive year of anemic 
growth, and unemployment is high everywhere and still rising in 
most countries. The American trade deficit will probably reach a 


record level (more than $160 billion) in 1994. 


Moreover, there is probably a majority of protectionist 
countries within the European Union. The West is inexplicably 
raising new trade barriers against the countries of Eastern 
Europe and the former Soviet Union as they struggle to liberalize 
their economies and earn foreign exchange. }? Severe trade 
conflict between the world's two largest economies, the United 
States and Japan, looms later this week in light of the failure 
to date of their negotiations under the Framework Agreement of 
mid-1993. Trade ccnflict between the largest and third largest 
economies, the United States and China, is also underway. 
Restoration of the Super 301 authority in the United States is 


quite likely. The prospect of trade warfare, rather than 


12 For the latest case see C. Fred Bergsten, "Aluminum Tests 


Clinton's Mettle," Wal] Street Journal, January 12, 1994 
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disappearing with the "triple play" of 1993, is likely to remain 


omnipresent in 1994, 29 


It is thus imperative for Congress to vote its approval of 
the Uruguay Round package as early as possible. For all the 
criticism that it stirred, NAFTA was essentially a lop-sided 
bilateral deal in favor of the United States; we gave very little 
while Mexico undertook further substantial liberalization. 
(Mexico also gained a great deal by locking in access to 
currently low US protection and its own reforms but the United 
States made very few new concessions in the deal.) By contrast, 
since the Uruguay Round comprised a hundred other countries, 
including at least one big player which is our equal (the 
European Union), the United States had to give a good deal and 
could not get everything it wanted. Hence it is no surprise that 
many American firms, and some commentators, prefer bilateral 


deals with smaller countries and have criticized the GATT pact. 


But they are wrong. The payoff from a global negotiation is 
much greater. It has become increasingly impractical to rely on 
bilateral negotiations in a world of more than one hundred 
trading partners. Moreover, a failure of the global system would 


be catastrophic for the United States--undermining both the 





13, A detailed analysis, and proposals for responding to these 
problems, can be found in C. Fred Bergsten, “Trade Wars Averted--Or 
Only Deferred? The Global Economic Agenda for 1994," presented to 
the World Economic Forum, January 28, 1994, Davos, Switzerland. 
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potential gains from regional and bilateral deals, as noted, and 
the uniquely global economic (and security) interests of this 
country. The final Uruguay Round package is clearly a 


substantial plus. The Congress should approve it as soon as 


possible. 
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TESTIMONY OF ROSEAT DO. HORMATS 
VICE CHAIRMAN, GOLDMAN SACHS INTERNATIONAL 


BEFORE THE SUBCOMMITTEE ON ECONOMIC POLICY, TRADE AND ENVIRONMENT 
OF THE COMMITTEE ON FOREIGN AFFAIRS 
HOUSE OF REPRESENTATIVES 
February 6, 1994 


Chairman, 

| appreciate the opportunity to testify before this committee on the results of the Uruguay 
Round. Having examined the agreements reached In this negotiation and the report of the Advisory 
Committee for Trade Policy and 'vegotiations | have concluded that as the result of the Round the 
United States mearingtully improved access for Its goods, services and Investors to foreign markets. | 
congratulate Ambassacor Kantor and the entire American negotiating team for tts persistence and Its 
determination In achieving a nurrber of Important breakthroughs. 

There were several areas In which results fell short of expectations. In my own Industy, 
financial services, resu.ts were d sappointing. But the contribution that a more open word market will 
make to global growth and Investment flows will boost our business and that of many other American 
financial firms, which together reresent a major ard growing source of foreign earings for this 
county and a source of new, hign quality American Jobe. The pharmaceutical and audiovisual 
indus:nes, inter alla, aiso were d:sappointed with the results. But on balance the Uruguay Round 
agreement, as require by the Trade Act of 1974, *promote(s] the economic interest of the Untted 
States. | recommend expeditio.s submission by the president to the Congress and prompt passage 
by the Congress. 

In this testimony | will hig alight a few areas in which progress was made, but concentrate on 
areas in which additional worx is necessary and sugges? future directions of American tradé policy. 
SPECIFIC RESULTS 

Among the most signticant result for American Industry were: 

-- agreements among industrialized nations to cut tariffs by one-third and to eliminate 

tariffs In some important areas such as construction equipment, paper, medical 


equipment, sharmaceutical products and steel. 
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-- for the first time in the history of the post-World War |! negotiating Rounds, results 
were achieved In reducing barriers to agricultural trade. Although a few last minute 
adjustments were macie to the Blair House agreement by the US to accommodate 
France, the fundamentals of that agreement remain intact. Farm products will now 
come under the rules of the GATT; EC agricultural exports will be limited with 
respect to the volume of subsidized goods that can be exported as well aa the 
budgetary amount of those subsidies; “tariffication” will take the place of quotas, 

-- an agreement to further open government procurement to foreign bidders. 
Construction and services are covered for the first ime. A certain amount of 
coverage will now be extended to sub-national poltical unites and government: 
owned ullitles — although negotlations to further expand coverage in these areas 
will continue until April 15 of this year. American construction and 
telacommunications companies will realize significant benefits from these results. 

JOBS AND GROWTH 

Cuantrying the impact of the Round's results Is difficutt and Implles a greater degree of 
precision than is possitle given other variables that affect both employment and economle growth. 
The GATT Secretariat estimates that between now and 2005: wor'd trade will grow at an annual rate 
of 5% comparec to about 4% witrout the Round; world output would grow at about 3.5% compared to 
about 2.9% without the Round: global economlc output will be roughly $2 trillion higher in 2005 than 
it otherwise would have been. The OECD has developed Its own set of figures which show an overall 
change in real Income for the US by the year 2002 of 0.2% , and for the world of 0.8%. But this 
exciudes the derefits of Ilberalization in services and non-tariff barriers. 

The benefit of the Round should not only be seen in inc-eased market access. Members of 
the EC, largely due to the reduct'on of farm subsidies and lower food prices, will reallze a boost In 
consumer incomes. Other Eurcpean countries also will benefit from lower agricultural subsidies: their 
consumers will now have more rioney to spend on other things. So will American consumers — who 


will have access to a broader range of products at a lower price. 
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UNFINISHED BUSINESS 
Many American objectives were unrealized. Forelgn tari reductions in such areas as wood 


products, non-ferrous metals, chemicals, textiles and apparel were disappointing as were Niberaiization 
commitments by our mejor trading partners In financial services, telecommunications and audiovisual 
services. In addition, we had heped for more progress In persuading other countries to liberalize 
access and improve treatment of foreign investment and to better protect, with a shorter transition 
period, intellectual property. In this latter area, despite important commitments made in the TRIPS 
Agreement that will halp the computer and software Industries, the length of the transition period for 
pharmaceuticals In developing nations diesdvantages that industry. 

| belleve It is desirable for the Congress both to pass legislation to Implement the results of the 
Round and to ensure follow up In several areas. First, Implementation of the results of the Round 
must be credible and transparem. Fallure to Implement the results effectively and to resolve disputes 
expeditiously in the WTO will result In a decline in public support for the Round’s results and for 
multilateralism in general. 

More broad!y, the US needs an active post-Round strategy. The Uruguay Round was the last 
of the major trade negotiations 0! the 20th Century and forerunner to those of the 21st Century. It set 
the stage for future negotiations oy tackiing the new agenda of trade Issues -- domestic policies that 
heav: y influence Intemational commerce, e.g. protection of intelectual property, rules on foreign 
inves:ment and access for providers of services. These heretofore had been considered untouchable 
In intematonal trade negotiations because of their political sensitivity, even though they now influence 
trade to a greater degree than tariffs. 

But the Uruguay Round itsel will not be the made] for the next serles of trade negotiations. 
Wh the difficulties of completing the Round fresh in thelr minds, political leaders will take the next 
steps toward trade Ilbevalizatior: in amaller and less centralized fara. They are in no mood to launch a 
new round soon. Even if they w shed to, reaching international agreement on 'ts terms would be time 
consuming. And odtaining new ‘Fast Track" legis:ative authority would be problematical. Ht took six 


years from the end of the Kenrady Round to the launching of the Tokyo Round -- and seven years 
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from tts conclusion to the beginning of the Uruguay Round. A similar hiatus now would leave myriad 
unresotved probleme. 

Even ff @ new round could be launched right away, there is litte reason to believe It would be 
more suocesstul than the Uruguay Round in resolving US-EC disputes over aircraft subsidies, 
increasing access to Europe's market In movies, removing impediments on foreign financial service 
companies and effecting substan:ial telecommunications ilberalization. Progrees in many of these 
areas will require Intensive bilateral negotiations. And liberalizing or harmonizing other domestic 
policies that Impact trade -- such as investment restrictions, government procurement rules, 
competition policy, environmentai protection and other service industry acoess — could be frustrated 
by a “owest common denominatar® syndrome, and concems about “free riders," #f attempted at a 
global level. 

More progreés is likely to be made regionally. In coming years many countries will be more 
willing to lower bamers to Imporss from, and modify domestic policies that distort trade with, nations 
from whom they obtain direct reo procity In regional — or In some cases bilateral -- negotiations rather 
than in negotiations with over one hundred other GATT members on a basis that permits many to 
avord reciprocity. 

During the remainder of ‘his decade there \will be greater prospects for countries to open 
‘oreign markets for thel: goods. services and investment on a regional basie - as well as in bilateral 
negotiations and those among cross-regional “coalitions of the willing = than one a global basis. 
Exampies Include: broadening and deepening NAFTA and other free trade agreements In the 
Westem Hemisphere, enlarging nembership in the European Union, expanding commercial 
opportunries through APEC and freer trade within ASEAN. 

This does not mean tne r ew WTO becomes less important. On the contrary, the need for well 
funczoning global rules and Insirutions Is greater, not lees, in a world or regional free trade arees. 
Unresolved market access issues in the Uruguay Round need to be pursued actively. They include 
turmer efforts to cut tantts and p: ogress on financial, talecommunications and audiovisual. Aleo the 


WTO snouid moonillze these “cos'ltions of the willing” to provide opportunistic countries the chance to 
faster pace than others -- leaving others an open coor to join later when they make similar 


oommiments. 
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Good morning, Mr. Chairman and members of the Ways and Means Trade 
Subcommittee. Thank you for allowing me to provide comments on issues related to the recent 
trade agreements concluded in the Uruguay Round. For the record, my name is Roger Schagrin 
of the law firm of Schagrin Associates. I represent a number of significant domestic 
manufacturing interests, including the Committee on Pipe and Tube Imports, a trade association 
comprised of 20 domestic producers of steel pipe and tube products located throughout the 
country; Weirton Steel Corporation of Weirton, West Virginia, still the largest employee-owned 
manufacturing company in America; Armco, Inc. of Pittsburgh, Pennsylvania, a diverse 
manufacturer of specialty steel products; and the Grinnell Division of Tyco International of 
Exeter, New Hampshire, a manufacturer and installer of products for automatic fire safety 
sprinkler systems. Together, this group of clients represents over 75,000 employees in the 
United States, and I am proud to say that they are either the most competitive or among the most 
competitive manufacturers of their products in the world. I also have the privilege of chairing 
the Government Affairs Committee of the Committee to Support U.S. Trade Laws, a broad 
based coalition which includes a variety of U.S. companies and labor organizations who support 
strong U.S. trade laws. 


I wish to personally thank you, Mr. Chairman and members of the subcommittee for the 
personal efforts that you, and your colleagues on the committee and in the House contributed 
during the GATT negotiations and during the final days in Geneva in order to maintain strong 
and effective unfair trade laws for the United States. With your help, and with a strong 
commitment by Ambassadors Kantor and Yerxa, Undersecretary Garten and the entire team of 
U.S. negotiators were able to avoid the potential disaster for the United States that could have 
occurred if the Dunkel text. issued in December 1991 had been adopted. 


As the committee and the Administration prepare the legislation implementing the GATT 
Agreement, I would suggest that you should keep in mind three over-arching principles. First, 
the unfair trade laws must remain effective in allowing U.S. industry to combat unfairly traded 
imports. Second, domestic producers and their workers who have proven they have been injured 
by unfair trade practices must be compensated from a portion of the unfair trade duties collected 
by the Customs Service. Third, the Administration and the committee should keep simplification 
in mind as you are making changes to the Statute so that small and medium-sized businesses will 
have access to the use of the unfair trade laws. 


There are a number of areas in which the GATT Agreement required changes to U.S. 
law. One of the most important of these is the new sunset provision. We must ensure that relief 
from unfair trade practices lasts at least as long as is allowed by the new Code and that the rules 
governing the ITC’s review allow relief to continue where it is apparent that dumping and 
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subsidization continue and removal of the order will cause injury to recur. 


There are also numerous technical changes to the calculation methodologies used by the 
Department of Commerce in making dumping determinations. These include averaging, sales 
below cost, constructed value, de_ minimis margins, and others. These areas should be 
implemented in a manner that does not weaken the laws. 


In key areas in which the new GATT Codes are silent, such as circumvention, the 
Administration and Congress must make certain that our laws are strengthened and vigorously 
enforced. There is nothing more frustrating for the domestic industry that has survived the 
gauntlet of demonstrating both unfair trade practices and injury to the Department of Commerce 
and ITC than to see the lawyers, importers, and foreign producers scheme away to circumvent 
the order and undermine the benefits to the industry of having won the case. The U.S. should 
tighten the rules against circumvention and should provide for procedures and statutory time 
lines so that petitions alleging circumvention are investigated and determinations made by the 
Department in the timely manner which those accorded relief under the laws properly deserve. 


Mr. Chairman, we are all well aware that our unfair trade laws provide only prospective 
relief. An industry that has suffered injury finally sees unfair trade duties begin to be collected 
3 - 7 months after a petition is filed. The injury suffered by these industries has already affected 
their ability to make the capital investments necessary to be competitive with their foreign 
competitors both in the U.S. market and in foreign markets. It has also cost workers their jobs, 
sometimes permanently. The unfair trade duties that are collected by the U.S. Treasury can 
offset some of the future harm from unfair competition, though to be honest, in related-party 
importer situations, often the foreign parent corporation eats a large portion of the dumping 
duties. You and this committee realized the existence of this problem and in the 1988 Trade 
Act, this committee and the House of Representatives passed a provision that would compensate 
injured industries from the future unfair trade duties collected by the government. 
Unfortunately, this provision was stripped from the bill in conference. Mr. Chairman, I urge 
you to include a compensation provision in the GATT implementing legislation. 


Finally, I believe that the committee and the Administration should actively look for ways 
to simplify these laws. I have had personal experience with the fact that small or medium-sized 
businesses can no longer afford the legal fees for the effort required to utilize these laws, which 
have grown exceedingly more complex in terms of practice at both the Commerce Department 
and the ITC in the past decade. I may be in the distinct minority of lawyers that believe that 
it would not be harmful to the system if we sacrificed a little of the exactitude with which we 
attempt to measure both margins and injury in return for lower legal fees and cost. I think that 
the U.S. economy will suffer in the long term if in another few years the only companies that 
have access to the unfair trade laws are Fortune 500 companies. 


Mr. Chairman, thank you for the opportunity to testify today. I look forward to working 
with you and with your excellent professional staff as this legislation is prepared. 
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Testimony submitted to the Subcommittee on Economic Policy, Trade and the 
Environment,, Committee on Foreign Affairs, U.S. House of Representatives hearings 
held March 8, 1994 in Washington, DC 


* * * 


Because of the potentially ook effect which the GATT agreement will have 


upon New England egg producers, the New England Brown Egg Council welcomes this 
opportunity to submit testimony. 


Our Council is a trade association representing virtually every producer of brown 
eggs in the six New England states. Our offices are located at 7 ater Street, 
i es Maine 04347; our mailing address is Post Office Box G, Augusta, Maine 
4330. 


New England's brown eggs are poke on small family farms and medium and 
large-production complexes through the region. There are six major packing firms 
which process the vast majority of these eggs for retail: 


DeCoster Egg Farms, Turner, Maine 

Dorothy Egg Farms, Winthrop, Maine 

Kofkoff Ese Farms, Lebanon, Connecticut 

Mountain Hollow Farms, Manchester, New Hampshire 
Southern New England Eggs, Franklin, Connecticut 
Westminster Egg Farms, Westminster, Massachusetts 


New England represents approximately 3.3 percent of the nation's egg production, 
with 9.3 million hens producing 2.5 billion eggs annually. The proportion of New 
England's egg industry to the national egg industry -- slightly over 3% -- 
is similar to the ratio of New England's human population to the total U.S. populace. In 
other words, the egg industry is no more -- and no less -- important in New England 
than in the country as a whole. 


What is significant, however, is the importance of New England to the nation's 
exports of eggs, and the importance of these exports to New England's egg industry. 


Of the approximately 70 million dozen eggs exported last year by the United States, 
approximately one-half of these exports came from New England. This rate 
anomaly results from the significance of egg shell color. The majority of the world's 

opulation consumes brown eggs, from the strains of layer hens which produce these 
Cone shell-colored eggs. New England is the only region of the United States with 
significant brown egg production, going back to the days of the Yankee Clipper ships, 
heh crews brought brown-egg laying hens back from China. 


Because of this international preference for brown eggs, particularly in the Pacific 
rim nations, New England eps have for years been aggressively exported. U.S. traders 
years ago established Hong Kong, one of the major importers of eggs, as a major 
customer for New England brown eggs. In the 1980's, however, the nations of Western 
Europe, seeking to support high domestic agricultural production through export 
subsidies, displaced U.S. egg sales to Hong Kong. The major European (EU) egg 
exporters have been the Dutch. 


a 
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As members of the Subcommittee are well aware, the United States countered the 
European export subsidies with our Export Enhancement Program(EEP), which has had 
marked success and without which the GATT agreement never would have been 
reached. However, the EEP did not initially include table eggs; when it did, several 
revisions and adjustments were necessary to make the EEP workable. U.S. egg exports 
therefore did not increase significantly until 1990. Since that time, U.S. egg exports 
under the EEP have reached approximately 60 million dozen a year. 


The GATT agreement, however, set 1986-90 as the base period. This places U.S. 
ees at_an incredible disadvantage. The agreement was modified, prior to signing (Blair 
ouse II) to incorporate a base period of 1991-92 for the first year of implementation of 
the GATT agreement, with the permissible level of "subsidized egg exports” in the final 
year remaining the same as agreed to earlier. 


In millions of dozens, the levels of subsidized egg exports under GATT are now as 


follows: 
E.U. U.S. 
Present levels of oe (1993 estimates) 155 60 
Permissible levels, first year of GATT 148 30 
Permissible levels, final year of GATT 122 li 


As the graph below indicates, the E.U. will proceed from a current advantage of 2.5 
to 1 to an advantage of 5 to 1 in 1995 and nearly 20 to 1 by the year 2000. 


IMPACT OF GATT ON EGG EXPORTS 





million dozens 











1993 1995-GATT 2000-GATT 
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While this anes is clearly to the disadvantage of U.S. 86 producers, it is more 
than unfair to New England's brown egg producers. To us, it is devastating. 


The GATT agreement clearly calls for a 50% reduction in U.S. egg exports in 1995, 
To the U.S. egg industry in total, this means a loss of 1.5% of total sales. If production 
levels remain constant, this will mean a drop of 7-8 cents/dozen in the wholesale price 


for eggs, which will mean disaster for many producers (who are already looking at a 
tough year in 1995). 


New England brown egg ienpeares however, currently export almost 20% of their 
eggs under the EEP. In 1995, therefore, they are looking at a loss of 10% of their total 
sales. Because the domestic demand for brown “ges is inelastic and other export 
opportunities are limited, the GATT agreement will force a major reduction in New 
England's egg production. The first to feel these reductions will be the family farms, 
which are less cost-efficient than the larger complexes. There will also be significant 
losses of jobs in related industries. In Portland, aine, for instance, eggs are now the 
largest single cargo shipped from that harbor. 


We recognize that the Congress cannot call for re-negotiation of the GATT 
agreement. We ask, however, that the Congress’ ratification of this agreement be made 


contingent upon a number of measures designed to limit the effect of this agreement 
upon New England's egg producers. 


Such measures could include: 


1. Agreement, to be obtained by the U.S. Trade Representative, for the E.U. to cease 
payment of the "restitution differential" to its egg exporters. 


This "differential" was established by the E.U. to retain the Uppee hand for its egg 
exports in countries where U.S. egg exporters are working with the EEP. Now, 
however, once U.S. egg exports in a given year have reached the level permitted by 
GATT, there is no justification for continued eee by the E.U. of the 
differential. This is an unpublicized issue within the E.U. and has not been 
addressed in the GATT negotiations. 


2. Full use of the EEP until the GATT limitations take effect. U.S. egg peportets are 
preparing to fight ager essively for sales when the EEP is scaled down. T 
not be undermined by premature reductions of the EEP. 


3. Expanded use of non-branded Market Promotion Program funds. This will enable 
US. . egg exporters to retain some sales of eggs for which EEP assistance is being 
withdrawn. 


In the weeks ahead, our Council will be een other possible methods of 
counteracting the impact of GATT upon New En and's “ge producers, and we 
look forward to porne with the Committee on Foreign Affairs in this regard. 


ey should 
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Highlights of GATT Accord 


he Uruguay Round of negotiations to revise the Gen- 

eral Agreement on Tariffs and Trade (GATT) that 
concluded in Geneva on Dec. 15 began in September 1986 
in Punta del Este, Uruguay. The new agreement is the 
seventh renegotiation of GATT, which was created at the 
end of World War II and governs most world trade. 


Tariffs. Tariffs would be cut on approximately 85 percent 
of world trade and eliminated or significantly reduced on a 
broad range of products, including construction and agricultural 
equipment, pharmaceuticals, paper, steel, beer and liquor. Tar- 
us on industnal goods would drop from an average of about 5 
percent to an average of 3 percent 

Generally, tanff cuts would be implemented in equal annual 
increments over five years, though they would go into effect over 
10 years in some sensitive industries such as textiles. 


Agriculture. Trade in farm commodities would be covered 
under GATT for the first time. Governments would have to 
reduce the amount of money they spend on agriculture subsidies 
by an average of 36 percent; the total volume of agricultural 
products exported with the help of subsidies would have to be 
reduced by 21 percent 

Ln eddiuon, government-paid income support payments for 
farmers would have to be cut by 20 percent, a commitment the 
United States already has met under broad farm bills enacted in 
1985 and 1990 (PL 99-198, PL 101-624). Non-tariff barriers, 
including quotas, would be replaced by tariffa Countries that 
completely bar unports of certain agricultural products, such as 
Japan, which bans nce imports, must provide market access 
equal to 3 percent of domestic consumption, rising to 5 percent 
over a six: to 10-year implementation penod. 


Textiles. The Mulu-Fiber Arrangement, under which indus- 
tna] nations have imposed quotas on textule imports from develop- 
ing countnes for more than 30 years, would be phased out over 10 
yearn To protect the US. textile industry, tariff reductions on 
terule and apparel imports would be significantly less than those 
required for other industnal goods. On the whole, US. textile and 
clothing tariffs would be cut by about 12 percent; for all industrial 
goods, US. tariffs would be reduced by 4 percent 


The new pact, which must be approved by Congress 
and the governments of the 116 other participants in the 
negotiations, would sharply reduce trade barriers, includ- 
ing tariffs, import quotas and export subsidies. Key ele- 
ments of the 550-page agreement, which would be fully in 
force July 1, 1995, include changes in the following areas: 


Protections against dumping. The United States and 
Europe would preserve existing authority to use domestic anti- 
dumping laws to impose fines or countervailing duties against 
countries that export goods at prices below cost. Disputes aris- 
ing on dumping matters would be settled under a new, binding 
multilateral dispute-settlement mechanism. 


Subsidies. In a big win for the U.S. aerospace industry, the 
pect includes civil aircraft products — a leading US. export — 
under new rules restricting government industrial subsidies. 
That paves the way for lower subsidies to the European Airbus 
consortium, a major competitor of the Boeing Co. The agree- 
ment permits subsidies for development of new products. 


Services. Applying GATT rules to the world market in 
services — valued at almost $1 trillion annually — was a key 
goal of U.S. negotiators. In large part, the new pact would 
extend GATT rules governing trade in goods to services for the 
firat time. But multilateral agreements to open markets in 
specific service sectors, such as shipping, banking, securities 
and insurance, proved elusive. 


Tatellectual property. GATT rules would be extended to 
protect intellectual property, such as computer programs, semi- 
conductor chip designs, books, films and music, from piracy. 
Developing countries would have 10 years before they would 
have to honor patents on drugs. 


World Trade Organization. The Geneve-based GATT 
organization would be replaced by the World Trade Organiza- 
tion, a permanent body with greater authority to force member 
nations to comply with Uruguay Round agreements. This 
broad authority is strongly opposed by some environmental 
Groups that fear the organization could force the U.S. govern- 
ment to reverse environmental laws that inhibit trade. 
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